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Last Call for Tulsa! 


MBA’s third and last 1944 Clinic in 
Tulsa will attract mortgage lenders 
from all through the Southwest area 


new panel, different from the panel at 
the Chicago Clinic which was devoted 


OLUME of farm land sales last 
Ve were the highest on record— 

greater even than those of 1919, 
a year farm mortgage lenders haven’t 
forgotten. Farm land values are now 
about 38 per cent higher than before 
the war. This compares with a. rise of 
40 per cent in the last war period. The 
average price increase last year was 
about 15 per cent but the rate of gain 
is gathering momentum. The last four 
months has seen the greatest jump of 
all—around 9 percent. 

These facts are impressive and rep- 
resent the latest and most authoritative 
government statistics. But much more 
impressive is this single fact: 
Three-fourths of the tracts of land sold 
last year had been held Jess than twelve 
months! ‘Two-fifths had been held less 
than six months. Here is the ammuni- 
tion which Washington has been using 
and will use in agitating for federal 
control of some sort. 


cold 


Mortgage men, however, see nothing 
but grief and more bureaucracy from 
such measures as the Gillette bill which 
would impose stiff taxes on the sale of 
farm lands if sold within short periods 
of time after purchase. 

But these facts reflect the great im- 
portance of one objective of MBA’s 
third and final Mortgage Clinic in 
Tulsa May 11 and 12 where one fea- 
ture will be a session on farm mortgage 
financing and trends in farm land val- 
ues. It is a subject which many of our 


members have been greatly concerned 
about but which we have not reviewed 
as extensively as we plan to do in Tulsa. 

One of the two guest speakers will 
be: 

Dr. E. C. Johnson, Kansas City, 
Chief, Economics and Credit Division, 
Farm Credit Administration. He will 
speak on “What should be the lender’s 
attitude toward increasing farm land 
values?” 

The other guest speaker will be: 

Dr. E. C. Young, Lafayette, Ind., 
Professor of Agricultural Economics 
and Dean of the Graduate School, 
Purdue University. He will speak on 
“Future Trends of Farm Land Values 
and Prices.” 

The session will be Thursday after- 
noon preceded by the morning session 
on construction loan procedure. Speak- 
ers on this panel will include: 

Aubrey M. Costa, Dallas, Vice 
President and ‘Treasurer, Southern 
Trust & Mortgage Co. 

William Gill, Oklahoma City, Vice 
President, American First Trust Com- 
pany. 

Aksel Nielsen, Denver, Executive 
Vice President, The Title Guaranty 
Company. 

Homer C. Bastian, Wichita, Treas- 
urer, The Fidelity Investment Com- 
pany. 

The second day ’s session will open 
with a panel discussion of the data 
needed for a proper consideration of 
mortgage applications. This is a brand 


to loan submissions on business property 
with and without chain store leases and 
apartment buildings. Speakers will in- 
clude: 

Paul J. Vollmar, Cincinnati, Vice 
President, ‘The Western and Southern 
Life Insurance Company, speaking on 
“Business Property Including that 
Leased to Chain Stores.” 

A. A. Zinn, Indianapolis, Vice 
President, The State Life Insurance 
Company, speaking on “Duplexes and 
Single-Family Houses.” 

The final session will be given over 
to FHA with Franklin D. Richards, 
FHA Commissioner for Zone 4, on the 
platform. Richards is the man in FHA 
who made the Western and Southern 
Clinic tour with MBA officials in 1942. 

MBA members and a great many 
non-members whose names have been 
submitted by members, have already re- 
ceived the advance program for Tulsa 
as well as the April 15th issue of Local 
Chapter News which had the first in- 
formation about the meeting. But in 
case either or both of these got by you, 
the meeting is May 11 and 12 in Tulsa 
at the Hotel Mayo. Make your reser- 
vations direct with the hotel and act 
now because Tulsa is a busy place these 
days. You cannot delay if you expect to 
secure accommodations. 

W. A. Clarke, Philadelphia, chair- 
man of the MBA Clinic and Confer- 
ence Committee, will again be on the 
platform as moderator with J. S. Cor- 
ley, assistant treasurer, Bankers Life 
Company, Des Moines, as chairman of 
the farm mortgage conference session. 
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Tulsa Farm Mortgage Speakers Have Had 
Long Experience in Farm Credit Field 


Probably no development in the 


mortgage field in recent years has been 


more widely discussed or has been the 


subject of so much misunderstanding as 


the se nsational rise in price for farm 
lands. For more than two years gov- 
ernment officials have been warning 
that this increase was leading to infla- 





©. C. JOHNSON. 


tion, that inflation was almost here, and, 


finally, that it is here and a collapse 


will follow the boom. 


The principal legislation aimed at 
thwarting this so-called danger is the 
vill of Senator Gillette of Lowa which 
would impose heavy taxes on_ profits 


from the sale of farm lands if sold 
within a short time after purchase. So 
far, it has attracted little 
neluding the chairman of the 


ittention and 
many, 
MBA 


that it has 


committee, believe 


} 


loan 
littl 


farm 
chance of becoming 
law. 

Here are 
who will 
Tulsa. 

a. ee Sn 
economics and credit re 
of the Farm Credit Administration. He 
is a native of Minnesota took a 
Ph.D. degree from the state university 
n 1929. In 1934 1935 he 
vice president of the Production Credit 
Corporation of St. Paul. He had pre- 
University of 


facts about the 


farm subject at 


some nen 


handle the 


chief of the 


division 


Johnson is 


earch 
and 


and was 


viously been with the 





Minnesota and University of Kentucky 
as professor of agricultural economics. 

He has held his present position since 
1937 and has been secretary of the Na- 
tional Agricultural Credit Committee 
since inception. This is the group or- 
ganized by Gov. A. G. Black to study 
price rises in farm lands and on which 








Dr. E. C. Youna. 


MBA is represented by S$. M. Waters, 


chairman of the farm loan committee. 


Last year Mr. Johnson spent three 
months in Paraguay as adviser to that 
South American government on agri- 


cultural finance. 

Johnson will speak on “What should 
be the lenders’ attitude toward increas- 
ing farm land values.” 

The second speaker will be Dr. E. C. 
Young, professor of agricultural eco- 
nomics and dean of the Graduate School 
of Purdue University, Lafayette, In- 
diana, who will address the meeting on 
“Future Trends of Farm Land Values 
and Prices.” 

Mr. Young is a native of Western 
Pennsylvania and graduated from 
Grove City College in 1914. He was 
later instructor at Cornell University 
and received his Ph.D. degree there in 
1921. then he has 
Purdue. In 1934-35 he 
to the governor of the Farm Credit Ad- 
He has been active in the 


Since been with 


was assistant 


ministration. 
work of various farm credit committees 


in recent years and has written exten- 
sively on the subject of farm credit. 





| With the Chapters 





At the recent meeting of the Seattle 
MBA, members heard the Chinese con- 
well-known Pacific Coast 
educator speak on subjects closely iden- 
tified with the Northwest area. 


sul and a 


Dr. Kiang Yi Sing gave his views on 
“Economic Cooperation Between the 
United States and China.” 

Dr. Paul R. Fossum of the College 
of Puget Sound, at Tacoma, talked on 
“Trends in Valuations in the Postwar 
Development of the Puget Sound Reg- 
ion,” a development in which increased 
trade with the Orient is expected to 
play a major role. 

William A. Burnett of Continental, 
Inc., presented a report on the recent 


MBA Mortgage Clinic. 





Detroit MBA members at their re- 
cent meeting heard Willis H. Hall, 
secretary of the Detroit Chamber of 
Commerce, speak on the prospects for 
the future growth of the city. 





The late April appraisal meeting of 
the Chicago MBA was devoted to a 
general discussion of the underlying 
factors back of the increasing cost for 
George 


H. Dovenmuehle discussed the increase 


new and existing construction. 


in cost for housing that sold in 1939 
for under $5,000. Earle Vincent John- 
son spoke on the increase for existing 
construction between 1939 and 1943 
for housing costing from $8,000 up. 
H. O. Walther took the $6,000 to 
$8,000 classification for the years from 
1939-43, and Henry F. Fisher took 
various types of buildings for the same 
years. These men handled the subjects 
at the Chicago Clinic in March. 


Following this presentation, H. O. 
Walther and James C. Downs, Jr., re- 
viewed the subject in a different way, 
the former speaking on “Deflation in 
Real Estate” and the latter talking on 
“Inflation in Real Estate.” 
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What About a Private FHA? 


At the New York Clinic, Earle Draper asked 
why such a company was proposed and what 
it could hope to accomplish that FHA has not 


nN wHAtT MBA members who heard 

it generally described as one of the 

most thoughtful speeches made by 
an FHA official, E. S. Draper, deputy 
commissioner of FHA, told MBA 
members at the New York Clinic that 
those who are advocating setting up a 
private company to compete with FHA 
seem to rest their proposal on the sole 
contention of getting the government 
out of “competition with private cap- 
ital.” 

(The speech should be 
entirety and we suggest you write the 
MBA national office for a copy.) 

He cited FHA’s part in bringing 
privately-built home construction from 
a depression low of 93,000 units in 
1933 to 715,000 in 1941 and its 
achievement in keeping some private 
construction going during this war in 


read in its 


contrast to the last war when all con- 
struction stopped. 

“Tt seems odd that there should be 
any guestion as to the benefits and need 
of the type of governmental assistance 
to private industry represented by 
FHA,” he said. 

He cited the 
the “guaranteed mortgage” days and 


chaotic conditions of 
how they led to passage of the National 
Housing Act and added that even to- 
day some seem to want a return of “the 
old days.” 

“FHA,” he said, “isn’t competitive 
with private interests. The whole FHA 
system is purely voluntary. There is no 
compulsion under the law, either on 
requiring 


mortgagees or 
From the 


the insurance of mortgages. 
very beginning, FHA has recognized 
and frankly admitted that it could not 
and should not insure all the mortgages 
It has always 


mortgagors, 


made in this country. 
known that there were certain classes of 
mortgages where the risk was so little 
that the mortgagee offer the 
mortgagor better terms than under the 
FHA system.” 


could 


Discussing the proposal to organize a 
private competitor of FHA, Draper 
asked if it wouldn’t “run afoul of the 
anti-trust laws” and if so, wouldn’t 
new legislation be needed which would 
probably provide for some governmen- 
tal supervising agency. He said FHA 
today protects the market against un- 
scrupulous lenders, over-valuations and 
inflationary tendencies and inquired if 
any private company could do the same 





thing. 
Eighty-one cities in 23 states 
and the District of Columbia 


were represented at the New York 
Clinic. Registration totaled 358. 
New York led with 76, followed 
by Philadelphia with 37, Newark 
with 24, Washington, D. C. with 
19, Brooklyn with 13, Detroit 
with 16, and Baltimore with 8. 











As of the end of February, 1,- 
246,726 mortgages on small homes 


had been insured in the amount of 
$5,439,774,896, of which 204,665, or 
$887,721,987, were under Title VI, 
the war housing program. 

He said no one had ever brought up 
the question of “government competi- 
tion” in with the FHA’s 
war housing activities under Title VI, 
“perhaps only because FHA frankly 
admitted from the very beginning that 
the risks were greater and that it ex- 


pected a higher percentage of foreclos- 


connection 


ures on which losses would have to be 
written off as a part of the costs of the 
war.” 

Losses haven’t been as high as origi- 
nally forecast, he said, and pointed out 
that through February 29 only 930 Ti- 
tle VI loans, aggregating 2,169 dwell- 
ing units, had been taken over. 

He answered the charge of some 
mortgage lenders that the FHA system 
is too slow and cumbersome. These 


have said that the “processing time”’ is 
too long. 

“Tt will always be difficult —as a 
matter of fact impossible—for FHA to 
give overnight appraisals. Not that the 
system is cumbersome, as its enemies 
charge, but that it is deliberately thor- 
ough.” He warned our members that 
they had better lend safely and wisely 
today and use every protective precau- 
tion available — “otherwise the proba- 
bilities are that the mortgage business 
may run head on into the strictest kind 
of governmental control.” 

Turning to the postwar period, he 
declared that he wanted “to see FHA 
participate in the discussions and be con- 
sulted as to the question of disposal of 
temporary public war housing units. 
We have a big stake in the elimination 
of public war housing of a temporary 
nature in order to avoid a hang-over on 
the market that might destroy sound 
values or interfere with postwar con- 
struction. 

“We would also like to have better 
coordination of the appraisal policies 
of the FHA with the savings and loan 
associations operating under the Fed- 
eral Home Loan Bank system.” 

And now for a few highlights from 
some of the other addresses. 

Inflation is already here in modified 
form and will become more acute but 
not dangerously so, Charles F. Noyes, 
leading New York real estate man, de- 
clared and added that in his opinion, 
“real estate is the best hedge against in- 
flation.” 

“Never has there been the opportu- 
nity to purchase choice real estate in 
urban cities as exists today and never in 
ny lifetime will such opportunities re- 
vccur,” Noyes predicted. 

“There are many economic reasons 
why real estate can safely be purchased 
for investment. Few realize that real 
‘state taxes are gradually being reduced. 
More than three billion dollars have 
been lopped off the assessments rolls 
during the past ten years here in New 
York. Recently Mayor La Guardia 
proposed a $41,000,000 special tax to 
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look out for subway deficits. This tax 
will definitely be of help to the city real 
estate tax burden, 

“The pendulum has swung too far 
the other way. I see definite signs of 
increased rentals and, in the final analy- 
SIS, real estate values are based on earn- 
ing ability.” 

Turning to office buildings in the 
present-day real estate picture, Noyes 
used New York City to illustrate the 
trend. Between 1926 and 1931, office 
building rentals went as high as $4 to 
$6 per foot, They dropped to $1.25 to 
$1.75 per square foot and today are 
being stabilized at from $2 to $2.50 
per square foot. Loft buildings origi- 
nally rented for $1 per square foot, 
then went down to 35c¢ to 50c during 
the depression, and today are being sta- 
bilized at 75¢ to 90c a foot depending 
on the type of building and service fur- 
nished. 

While he said that he is bullish on 
urban real estate generally, “I feel that 
New York City offers the best oppor- 
tunity in America for investment buy- 
ing. We have had no boom here. Prices 
are still at the bottom.” 

One of the reasons he cited is that 
savings banks and insurance companies 
own some of the best real estate of all 
kinds and are anxious to sell. 

“Tn many cases these institutions are 
offering their real estate at even 25 per 
cent less than book cost. Many of these 
properties can now be purchased at as 
low as 75 per cent of the costs and on 
easy terms. This means the property is 
being obtained at 50c on the dollar in 
connection with a valuation made not 
many years ago when the loans were 
made.” 

The postwar future for retail store 
properties is reasonably bright, Fred- 
erick J. Eberle, Connecticut Mutual 
Life Insurance Company, Hartford, 
said, but added that “I have no doubts 
about the possibilities of extensive retail 
trade for a period of years after the war 
but that business may not be reflected to 
any great extent in the rentals of retail 
store properties. Increased cost of doing 
business, competition, the increasingly 
factor of federal 
taxes and, perhaps, regulation, will all 


mportant income 


tend to put a brake on increased rentals 
of store space.” 


Discussing current conditions, he said 


that “during a period of steady rise in 
real estate values, all of us are inclined 
to brush aside some of the lessons 








Clinic Committees 
for Tulsa Named 








R. O. Deming, Jr., Oswego, Kan., 
MBA regional vice president for the 
Southwest, G. H. Galbreath, Tulsa, 
member of the board of governors, and 
W. R. Johnston, Oklahoma City, presi- 
dent of the Oklahoma MBA, compose 
the general committee which is making 
arrangements for Tulsa Clinic. 

Registration committee is headed by 
W. J. Bashaw, Tulsa, chairman, and 
includes Phil VanMeter, Wichita, and 
Ernest L. Gragg and Paul X. John- 
ston, Oklahoma City. 

The committee arranging the stag 
dinner includes Mr. Galbreath, chair- 
man, and William Gill, Howard Mof- 
fit, and Paul X. Johnston, Oklahoma 
City; Robert E. Adams, Rupert I. Hall 
and Hollis Hodges, ‘Tulsa; and R. S. 
Brewer, Wichita. 

The program committee is headed 
by J. Wilson Swan, Oklahoma City, 
chairman, and includes Mr. Moffit and 
Albert Mager, Oklahoma City; and 
V. C. Feemster, Wichita. 

The farm section committee is head- 
ed by Milton Williams, Oklahoma 
City, chairman, and includes Earl R. 
Cook, Topeka, Roy C. Johnson, New- 
kirk, Okla., and Ralph E. Lightner 
and John H. Burns, Wichita. 

Hotel reservation committee includes 
Mr. Hall and Mr. Moffitt and Jack 
Bewley, Tulsa. 

\bstractors entertainment committee 
is headed by Larkin Bailey, Tulsa, and 
includes Col. Ellis Stephenson, Okla- 
homa City, and Mr. Johnson of New- 
kirk. 


Chicago’s Metropolitan Housing 
Council recently had an election and 
ended up with an almost exclusively 
Chicago MBA set of officers. Ferd 
Kramer was re-elected president and 
Howard E. Green vice president. Wal- 
ter I. Cohrs was named treasurer. 

Next MBA meeting after Tulsa 
annual convention, Chicago, October 
18, 19 and 20. 


learned in the past. Not so long ago 
well-informed appraisers used capital- 
ization rates of 8, 9 and even 10 per- 
cent to arrive at economic values of re- 
tail store properties. Today the sug- 
gested rate of capitalization is even 
lower and prudence should, I think, en- 
courage a slowing down of this ten- 
dency.” 

Speaking with Mr. Noyes on “The 
Future of Urban Real Estate” panel 
was Laurence Arnold Tanzer, New 
York attorney, who declared that real 
estate today offers many substantial ad- 
vantages to the investor from the stand- 
point of taxes. The most striking illus- 
tration of this, he pointed out, is the 
preferred position accorded real estate 
holders by the federal revenue laws in 
relation to the position of real estate as 
a capital asset. Formerly in the sale or 
exchange of capital assets, the gains 
were subject to a limited tax and the 
deductions for losses strictly limited. 
Before 1938, all real estate was capital 
assets, excepting real estate constituting 
the taxpayer’s stock in trade. 

If all of New York City were built 
on the basis used in planning and con- 
structing Parkchester, the big housing 
development financed and built by the 
Metropolitan Life, about 40 percent of 
the City’s operating expenses would be 
saved, Robert W. Dowling, vice presi- 
dent, Starrett Bros. & Eken, Inc., said. 

Mr. Dowling reviewed the history of 
the development of the American city 
and described what he felt the future 
development might be. In most cities 
of this country, he said, practically no 
planning has been done and cited Park- 
chester as the example of the first large- 
scale fully-controlled planned city in 
America. 

“Tt cost about $4,000 a unit to build 
with every modern convenience and 
with only 27 percent of land coverage, 
the accommodations needed for the 
home. It costs to service that home 
about $650 a year but that is only part 
of the story. It costs the City of New 
York about 40 percent less to service 
that family than it would if the family 
were living in the ordinary way with 
‘he usual pattern of streets and build- 
ings. If the whole city were built like 
Parkchester, it would save us 40 per- 
cent of our City’s operation costs with a 
consequent great reduction of taxes.” 
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This Question of Interest Rates 


Reducing the rate from 4, ‘7 to 4‘. means reducing 
monthly payments by $1.67 on a $4,000 loan — so 
where is the argument that lower rates must come? 


NTEREST rates seem to be about the 

hottest subject of any these days 

whenever a group of mortgage 
lenders get together. At the Chicago 
Clinic in March, the biggest applause 
any speaker got was that accorded Curt 
C. Mack of FHA when he said: 

“There is no proposal now that I 
know of within FHA to lengthen the 
term or decrease the interest rate.” 

At the New York Clinic MBA 
members got some expert advice on in- 
terest rates. The session devoted to 
this subject was one of the most inter- 
esting and productive single meetings 
MBA has ever sponsored ; and so that 
all members will have the benefit of this 
worthwhile discussion, the entire trans- 
cript is being published and will be in 
the mail any day. 

There has been a sudden increase in 
public discussion in the past few months 
about lower interest rates—so much of 
it and in so many places that an un- 
informed person who knew no better 
might hastily conclude that it was all 
part of a campaign. It isn’t, or at least 
we think it isn’t; but nevertheless the 
facts are worth noting now and re- 
ceiving our careful consideration. 

Our speakers in New York drew 
some interesting conclusions on the fu- 
ture trend of interest rates. 

Declaring that he sees little possibil- 
ity for a_ rise in interest rates in the 
immediate future, Stephen M. Foster, 
economic advisor to the New York Life 
Insurance Company, said that, in his 
opinion, institutional inverstors should 
not make the mistake many of them 
made during the thirties when they 
passed up investment opportunities in 
the hope that a rise in interest rates was 
not far distant. 

“We have been and continue to be in 
an excessively easy money condition—a 
condition so easy that government bor- 
rowings of $72 billion of new money 
within a 12 month period were unable 


to cause interest rates, on the whole, to 
budge. I feel that we now lack any 
very compelling or convincing reason 
for expecting higher interest rates. I 
would prefer to accept interest rates 
as they are and adjust our operations to 
them. I have in mind the great mis- 
take that so many institutional invest- 
ors made during the thirties. 
“Continually 
rates would start to rise again, they 
refrained, year after year, from mak- 
investments. They 


hoping that interest 


ing long-term 
passed up investment opportunities such 
as they have never seen since. Let 
us not make the same mistake now. 

“Let us not pass up the advantage of 
present yield possibilities by speculating 
for the ‘more favorable opportunities’ 
of the future that often do not mater- 
ialize. Let’s adjust our sights to the 
present conditions of the money market. 
In the case of the insurance companies 
this means, in many cases, the adjust- 
ment of the interest rate assumption to 
conform to current yield conditions; 
and, in the case of mortgage bankers, 
I should think it would mean the proper 
adjustment, whatever that may be, of 
mortgage rates to conform to the yields 
currently obtainable on other types of 
investments, such as particularly fully 
taxable long-term governments.” 

Foster said that mortgage men should 
think of “the failure of interest rates 
to rise during the past three years in 
the light of the country’s gigantic finan- 
cial requirements during that same per- 
iod. There never has been a time in 
the history of the world when any coun- 
try has raised as much new money as 
the $142 billions that have been raised 
in this country during the past 39 
months. 

“In one twelve months period alone, 
our government raised $72 billion and 
it did this while the surplus funds of the 
banks were getting fewer and fewer. 
If three years ago anybody had said 


that the government was going to fin- 
ance itself at the rate of $72 billion a 
year and that excess reserves of the 
banks were going to decline by $6 bil- 
lion, we all would have said it could 
not be done or, if it was done, that it 
would lead to a debacle in the money 
market. 

“No debacle occurred. The failure 
of a debacle to occur is indicative of 
two things—one being the very funda- 
mental ease in money conditions that is 
inherent in even $1 billion of excess 
reserves,” 

Regarding the reasons why interest 
rates have remained steady while gov- 
ernment borrowings have increased and 
excess reserves of the banks have de- 
clined, Foster said “rates were prevent- 
ed from rising by the pressure of tre- 
mendous and increasing excess funds in 
the hands of the public—funds which 
eventually seek investment. 

“One can say that after the war the 
government will still be in the market 
for new funds and that there will also 
be a great need for borrowing, by bus- 
iness for the erection and conversion of 
its ‘plant and equipment, and by con- 
sumers for the purchase of durable 
goods of all kinds. Such a statement 
may prove to be correct. However, in 
view of the magnitude of the govern- 
ment’s recent borrowing operations, it 
is by no means clear that after the war 
combined demands of government, bus- 
iness and consumers for new capital 
will, except perhaps for brief periods, 
exert as much pressure on the available 
supplies of investable funds as has re- 
cently been exerted. A fact which par- 
ticularly appeals to me is that, in one 
way or another, industry has been and 
is being financed at today’s record- 
breaking level of production and that 
interest rates remain at the lowest levels 
in history.” 

Declaring that he was concerned 
about the proposals being made by some 
advocating a lowering of mortgage in- 
terest rates, George C. Johnson, treas- 
urer, The Dime Savings Bank of 
Brooklyn, warned that “there is some 
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point below which it is against the pub- 
lic interest to reduce mortgage interest 
rates.” 

Mortgage rates in large cities are 
already at all-time lows, Johnson said, 
but arguments are being advanced that 
if they were reduced lenders could in- 
vest more money in mortgages at lower 
rates, could get safer loans and that 
this action would stimulate “community 
development.” 

Johnson said more money could not 
go into mortgages now when practi- 
cally no new building is being done and 
that there can only be a substantial in- 
crease in mortgage loans for investment 


when normal building is resumed. 


Johnson also criticized several cur- 
rent lending practices which he said 
had arisen as a result of lenders taking 
loans away from one another at lower 
rates. Among them he cited the finan- 
cing at low rates of types of buildings 
which prudent investors ordinarily shy 
away trom, inadequate provision for 
unortization, nullifying of the benefits 
of all previous amortization payments 
and making appraisals based on income 
far in excess of the proven earning 
power of the properties. 

Practices such as these indicate “th 
desperation of lenders to put large sums 
of money to work and are partly the 
result of inexperienced lending officers 
trving to force a record of achievement 
in volume at a time when no great vol- 
ume can be safely obtained.” 

Turning to the charge that “com- 
munity development” would be stimu- 
lated by lower rates, Johnson said “the 
greatest assets a community can have 
are good strong banks and insurance 
companies. No institution can be fin- 
ancially sound for a long time without 
adequate profits. It is not in the in- 
terest of the community to starve banks 
and insurance companies so they become 
unprofitable. Many banks and insur- 
ance companies have reduced the in- 
terest or dividend rates to their depos- 
itors or policy-holders in order to take 
care of old losses and build up better 
surpluses. How can this be accom- 
plished if the rates obtained on mort- 
vages are reduced as much or more? 

“There is a minimum interest rate 
below which it does not pay to put 
money into mortgages. Long-term 


government bonds yield 2'% per cent. 





Now About FHA 








Kill It! 


There is no place in the present 
home mortgage picture for FHA, 

To the credit of FHA men, 
they know this and are not push- 
ing themselves into the picture. 
Mortgage bankers, however, are 
demanding that FHA continue in 
home financing because they de- 
pend on FHA to make their loans, 
and make their appraisals, and 
then buy the mortgages as soon as 
they are completed. 

This group is asking that the 
mortgages and appraisals placed 
by savings and loan companies be 
subjected to some form of federal 
control. Such supervision is un- 
necessary.— A. R. Gardner, Presi- 
dent, Federal Home Loan Bank 
of Chicago, before the Illinois 
Savings and Loan Couneil, 

Keep It! 

FHA has functioned harmoni- 
ously with business, and has made 
distinct social contributions. Ex- 
perience justifies its continuation 
after the war with few, if any, 
changes. 

Authorization for ‘Title VI 
loans should expire June 30, 
1945, unless continuation of the 
war makes extension beyond that 
date desirable. 

When the war is over or ap- 
proaches its end, FHA should be 
restored to its independent status 
as an agency created for the pur- 
pose of insuring mortgage loans. 
If experimentation for subsidized 
low-cost housing in the postwar 
period is undertaken, as has been 
proposed, let it be recognized as 
such and let us not becloud dem- 
onstrated sound home financing 
by combining all Federal Housing 
organizations in one agency.—L., 
Douglas Meredith, Vice President, 
National Life Insurance Com- 
pany, Montpelier, Vt., at the 
Texas MBA annual meeting. 








High-grade long-term industrial bonds 
yield 234 to 3% per cent. These secur- 
ities are readily marketable and there 
is very little expense in handling this 
type of investment. Surely a consid- 
erable spread is necessary between the 
return on mortgages and the return on 
bonds if the extra expense and risk is 
to be covered and a fair profit obtained. 
It would not be to the community in- 
terest to drive mortgage interest rates 
down to a point where money would be 
turned away from the mortgage mar- 
ket. I am not advocating an agreement 
to keep interest rates up—even if this 
were possible under the law. It should 
not be necessary if every mortgage 
lender would exercise reasonable com- 
mon sense and prudence.” 

Mr. Johnson isn’t alone in speculat- 
ing on this trend. The builders would 
like to see them good and low—and 
they frankly admit it. For instance, 
Structor, writing in the March 4 meri- 
can Builder, probably reflects pretty 
well what they are thinking when he 
Says: 

‘What is money worth? It’s a $64 
question, but there is a growing belicf 
that + per cent interest on sound, long- 
term home mortgages is the pattern of 
the future. 

“Naturally builders and 
would like it to be 3u% per cent or p24 
for that matter. But there are basic, 
long-term factors to consider. One is 
that for more than 10 years the Fed- 
eral Reserve Board has controlled in- 
terest rates. With a huge government 
debt, it will oppose any increase. 


owners 


“The average going rate paid on 
long term government loans is 2 per 
cent. That is the base, to it must be 
added certain definite costs of opera- 
tions, servicing and overhead. Bankers 
add these up in different ways, but the 
present hunch of informed persons in 
both government and private finance is 
that + per cent, 25-year mortgages are 
in the offing with billions clamoring for 
investment,” 

Some of our real estate friends seem 
to lean the same way. Only a few 
weeks ago Headlines was reporting that 
“Aware of the increasing competition 
between mortgage-hungry banks and 
lending agencies for the diminished 
amount of home-financing business, 
FHA field men who have been drifting 
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INTEREST RATES 
(Continued from page 6) 

into the Washington office are leaning 
toward the view that it would be wise 
to lower interest rates another notch. 

“At present the maximum 
allowed under the FHA mortgage in- 
surance program is 4/2 per cent. There 
is wide support among these men in the 
field, who are close to the situation, for 
flat + per 


6 of 


interest 


reduction of this rate to a 
cent. The insurance premium of } 
1 per cent would not be affected. This 
stand is held to be justified on the 
ground that it would be much more 
wholesome to have the lending institu- 
tions compete on the basis of interest 
rates than to have the battle for loans 
take on the form of inflated appraisals. 

“For its part, the FHA home office is 
inclined to adopt a cautious attitude. It 
1S pointed out that there is nothing to 
prevent a lender from slicing the inter- 
est rate below the maximum amount 
permitted and that, as a matter of fact, 
many institutions are doing just that. 
On the other hand, the position is taken 
that a mandatory lowering of the maxi- 
mum might compel small lending insti- 
tutions in less populous areas to reduce 
their rate below the profit level for 
servicing their mortgages. 

“Your National Association has gone 
sound 
mortgage financing. If competition is 
to drive interest rates down, a reduction 
of not more than /% of 1 per cent to 4 


on record for procedures in 


per cent, would seem to be about the 
limit. Certainly competition in interest 


rates is preferable to bidding in the 
form of unsound appraisals.” 

A week earlier our Home Builder 
friends said about the same thing in 
about the same words, namely that there 
is “an ever-increasing pressure for a re- 
duction of the maximum interest rate 
on Title II and Title VI loans from 
the present 4/2 per cent to a flat 4+ per 
cent rate. This pressure is coming from 
the field where it is clearly evident that 
institutions bulging with funds are 
fighting for these mortgages. 

“FHA topside is inclined to dismiss 
a move in this direction on the grounds 
that competition will take care of the 
situation without the necessity for offi- 
cial action. They are particularly inter- 
ested in the smaller lenders who might 
be compelled to lower their rates be- 
yond the profit level. On the other 
hand, the large institutions may operate 
below the maximum rate if they wish, 
and some of them are doing it.” 

Some MBA officials were discussing 
this matter with the Home Builders 
group in Washington not long ago 
and over two after the 
observation was published. Home build- 
ers, declared our friends, must 
“lower rates and longer term amortiza- 
tion.” An MBA quickly 
pointed out that if it got to the point 
where it was cheaper to clip coupons, 
mortgage money would likely dry up. 
Many bankers already prefer Housing 
Authority bonds to FHA’s, it was ob- 
served. Another that “if you 
have to go to the government for the 
money, they would rather build the 


weeks above 


have 


member 


added 


housing.” 

An MBA member from an Eastern 
state pointed out that bankers in his area 
were finding that 4+ per cent mortgages 
with premiums are showing a 3.60 per 
cent return which is further reduced to 
around 3.2() per cent when all payoffs, 
prepayments, etc., are considered. 

“They’re talking of not buying any 
more FHA’s,” he added. ows 

He went on to explain that on a 
$4,000 loan, a reduction of % per 
cent—that is from 4/2 per cent to 4 
per cent—would reduce the monthly 
payment by approximately $1.67! 

That lifted a few eyebrows—as it 
will the eyebrows of others who think 
they see in lower rates an answer to a 
great many problems. 


The lender then went on to point 
out that by extending the mortgage 
from 20 to 25 years, an equal or even 
greater reduction in monthly payments 
might be effected. 


“The difficulty in getting the interest 
rate down on small mortgages—those 
$4,000 and under—is that the lower 
the amount the higher the percentage 
of cost of servicing. On a $3,000 loan, 
the annual interest including FHA in- 
surance totals $150. Servicing in vol- 
ume is done at a half point or $1.25 
per month. FHA now requires a six- 
way distribution of collections.” 


But the most discussion of this whole 
matter is coming from those who think 
a reduction in rates would be easy to ac- 
complish, would work a world of won- 
ders and, anyway, why not try it. The 
public housers usually have something 
to say along this line and there are oth- 
ers whose voices are listened to pretty 
carefully in Washington. For exam- 
ple there is R. J. Thomas, president, 
International Union UAW-CIO and 
chairman of CIO’s Committee on 
Housing. He wired Mr. Dorothy Ros- 
enman of the National Committee on 
Housing, Inc., that an example of the 
type of “public aid” which his group 
reduction in 


favors is a ‘“‘substantial 


the home building mortgage interest 


60... 


Incidentally, there was not a great 
deal of discussion at the Rosenman 
meeting in Chicago about this matter— 
at least as far as we were able to de- 
termine from hearing some of the 
speeches and reading complete texts of 
others. Here is one passage, however, 
from the address by one Morris Macht 
of a Baltimore construction company 
who spoke on “New Aids to Private 
Enterprise in Supplying Low Cost 
Housing.” Macht said: 


“Controversial as that step may be, 
suggestion of a further reduction in in- 
terest rates may draw even stronger fire 
from the embattled phalanxes of the 
mortgage loan interests. But since we 
are speaking of the use of public credit, 
whether directly or indirectly, for in- 
surance of mortgage investments, we 
must consider the matter from every 
viewpoint, keeping in mind the social 
implications and‘ the public purpose in- 
volved in this type of enterprise. 
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“How low can mortgage interest 
rates go, even with an FHA guarantee? 
One hears of 3 per cent money, 3/4 
per cent money, 4 per cent money. The 
government has currently established a 
2% per cent money rate for its long- 
est term bonds. Mortgage servicing 
costs at least ¥2 per cent. Some claim 
to make a profit at that figure where 
volume is obtainable. Others, in the 
building and loan association field, have 
claimed a cost of doing business as high 
is 2 per cent. Adding the varying esti- 
mated service costs to the government 
going rate, produces a rate of 3 per cent 
minimum, #2 per cent maximum, 
with no incentive to purchase such 
mortgages as against par purchase of 
government bonds. ‘That incentive, in- 
cluding various factors, has been esti- 
mated at not less than | per cent. We 
thus reach a minimum of 4 per cent. 
This is a reduction by Il per cent 
from the 42 per cent rate at which 
most Title VI Sec. 603 FHA mort- 
gages are being presently written.” 


These have been a few observations 
on the question of present-day interest 
rates which especially caught our eye in 
recent weeks. You will no doubt be 
seeing other comments in the weeks to 
come. Most of them, unfortunately, 
will be made by people who seem to 
have little or no actual knowledge of 
what a reduction in interest rates means 
during a normal period and particu- 
larly what it would mean now with 
rates already lower than ever before. 
Most of the comment is like that in an 
editorial in a Chicago newspaper noted 
for its pro-New Deal tie-up. This edi- 
torial got all mixed up in the very first 
sentence when it quoted a speaker at a 
U. S. Saving and Loan league meeting 
who declared that FHA should “be 
wound up immediately after the war.” 

The rest of the editorial is directed 
at FHA and not at the speaker who 
merely spoke his own views on FHA, 
Finally the editorial concluded that 
“instead of looking forward to liquida- 
tion, FHA should be laying plans now 
for a concerted drive to reduce home 
ownership interest rates to 3.5 or 4+ per 


” 
cent, 


Whether we like it or not, that is the 
sort of thing some people are writing 


and saying these days. 


President’s Report to Members 


‘The writer has just visited four of MBA’s alert and progressive chap- 
ters — Texas, Kansas City, Houston and New Orleans — and has come 
away with one outstanding impression: namely, that our local organiza- 
tions are performing a constructive service for mortgage lending in their 
communities and that one of the most important objectives for us in the 
future is the organization of more new associations and encourage in 
every way we can the continued high interest I found in these chapters. 

Texas MBA held its annual meeting in San Antonio with about 250 
attending. An excellent program was offered and was: enthusiastically 
received. At Kansas City the writer had the pleasure of meeting with 
our members at a luncheon arranged by Past President Byron ‘T. Shutz 
and Paul M. Jones, Chapter president. In New Orleans a similar meet- 
ing was arranged by Joseph M. Miller, our board member in that city. 
In Houston a most interesting meeting was arranged by C. N. Peck. I 
saw ample evidence in all these places that mortgage men are more alert 
than ever before to the benefits of strong effective local organization. 

Other MBA officers and members are likewise visiting other of our 
local groups. Vice President L. E. Mahan, St. Louis, is speaking be fore 
the Buffalo group at noon on May 2 and that night will address the 
local organization of home builders. Harry Fischer, president of the 
Chicago MBA, is addressing the Milwaukee chapter on May 4 at a meet- 
ing arranged by Hugo Porth. 

As this is written, MBA, through its FHA committee, was contemplat- 
ing asking the RFC Mortgage Company to extend for sixty days the effec- 
tive date of its new regulation under which RFC agents are not to execute 
contracts to purchase, without prior approval of the Washington office, 
any Title VI mortgage insured by FHA and available for immediate 
delivery and for the purchase of which the Company has not issued a 
commitment. (Complete details sent members in our Letter to Mem- 
bers, April 24, 1944.) 

Among the reasons is the fact that the action would undoubtedly affect 
the primary market for Title VI’s which is mainly the banks and insur- 
ance companies. ‘These buyers are likely to withdraw temporarily from 
the market until they have had time to study the ruling. The Chicago 
MBA’s FHA committee has taken similar action and proposed a sixty- 
day extension to the local RFC office. 

Banks and mortgage houses have committed for Title VI’s with the 
expectation that they would be sold to institutional investors but that if 
the market could not absorb them all, they could then be sold to the RFC 
Mortgage Company. Under the new regulation it was pointed out this 
would probably result in a large volume of offerings to the RFC which 
should properly be made to private investors. 

If you missed the Chicago and New York Clinics I strongly advise 
making reservations for the Tulsa meeting. MBA has sponsored two 
successful and worthwhile regional meetings this year and the expressions 
of approval coming to the national office have been most gratifying. 
Space limitations prevent me from thanking all of those who have made 
this possible but I must single out the one man who, more than anyone 
else, is responsible for our 1944 Clinic program. He is the genial, cap- 
able Bill Clarke of Philadelphia who has done an excellent job of 
organizing and directing these meetings and is to be complimented. 
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